30-Apr-2007 M E R C E R

Employee Group Benefits Advisory Council Health & Benefits
State of Montana, State Personnel Division

Room 130, Mitchell Building
125 Roberts Street
Helena, MT 59620

Re: Financial Report - January 2007 through March 2007

Dear Council Members:

The attached report provides a review of claims experience and financial operation of the Medical, Prescription Drug
and Dental programs. Data presented includes data for Plan Year 2007 as well as historical data from Plan Year
2006. The first few pages contain claim and enrollment charts and tables.

Exhibit | outlines plan participation.

Exhibit Il and Exhibit Il compare income and expense on an aggregate and per capita basis, for the medical plans
(combined and separately) and the dental plan.

Exhibit IV illustrates income and claims expense for participants under the combined medical plans, by Actives and
Retirees.

Projection A and Projection B illustrate actual FY2005-FY2006 revenue and expenses, followed by annual
projected FY2007-FY2009 revenue, expenses, and annual operating surplus/deficit on a per participant basis and in
total. Projection A uses 10% medical trend and 13% Rx trend assumptions. Projection B uses 13% medical trend
and 16% Rx trend assumptions.

A transition in claim payment systems at the end of 2005 caused a larger than expected claims processing lag,
which shifted some paid medical and dental claims at the end of 2005 to the beginning of 2006.

Annualized benefit cost changes for claims paid are as follows:

Comparison of Medical, Rx and Dental
Monthly Per-Capita Claims Costs

Annualized
Apr 06 - Apr 05 - Change

Benefit Mar 07 Mar 06 vs. Mar 06
Medical $ 344.69 $ 322.22 7.0%
Rx $ 106.39 $ 98.89 7.6%
Combined $ 451.08 $ 421.11 7.1%
Dental $ 35.12 $ 32.61 7.7%
Please call with any questions regarding this report.
Sincerely,
James Foley Sheree Swanson, ASA
Principal Principal
Enclosure
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Financial Status Summary - First Quarter 2007

Update of State of Montana revenues and expenses:

* Revenues exceeded expenses for the medical plans by 14% for the first quarter of the year.
Medical claims per eligible are down 13.8% from 1Q06.

* The dental plan claims experience remains high with expenses exceeding revenue by 12.9%

» For the first quarter, the CHO Medical Plans had low claims experience with a 72.7%
loss ratio. The Traditional Plan had a 98.5% loss ratio.

» Active are running a medical loss ratio of 73.0%, compared to 87.5% a year ago. Retirees
are running a 145.0% loss ratio compared to 142.2% a year ago.

Reserves and fund balance status:
« Fund balance continues to exceed estimated incurred but not reported (IBNR) claim reserves

Projected Year Projected Year
Report Date |End Fund Balance End IBNR* Difference
6/30/2006| $39,653,352 $12,732,232 $26,921,120
9/30/2006| $41,650,813 $12,471,293 $29,179,520
12/31/2006| $38,728,088 $12,580,900 $26,147,188
3/31/2007| $40,215,656 $13,538,342 $26,677,314

* IBNR is the IBNR reserve plus the grandfathered benefit reserve;
12/31/2006 reflects Mercer's updated actuarial IBNR reserve calculation.




Exhibit I: Eligible Participants

Medical

Month Actives Cobra Retirees < 65 | Retirees 65 + Total Dental
January, 2007 12,276 55 877 2,396 15,604 14,968
February, 2007 12,326 57 891 2,398 15,672 15,040
March, 2007 12,301 62 898 2,402 15,662 15,024
April, 2007 - - - - - -
May, 2007 - - - - - -
June, 2007 - - - - - -
July, 2007 - - - - - -
August, 2007 - - - - - -
September, 2007 - - - - - -
October, 2007 - - - - - -
November, 2007 - - - - - -
December, 2007 - - - - - -
Total 36,903 174 2,665 7,196 46,937 45,031
Average 12,301 58 888 2,399 15,646 15,010
January 1, 2006 to
March 31, 2006 11,911 66 939 2,371 15,287 14,617
Percent Change 3.3% -12.1% -5.4% 1.2% 2.3% 2.7%
Average by Plan YTD PY2007

Traditional 6,061 35 646 2,312 9,054
Indemnity Total 6,061 35 646 2,312 9,054

BCBSMT CHO 1,833 5 39 28 1,905

PEAK CHO 322 - 11 - 333

NWHP CHO 4,085 19 193 59 4,356
CHO Total 6,240 24 243 87 6,594
January 1, 2006 to
March 31, 2006

Traditional 6,676 49 731 2,321 9,777
Indemnity Total 6,676 49 731 2,321 9,777

BCBSMT CHO 1,677 4 39 18 1,738

PEAK CHO 209 1 5 - 215

NWHP CHO 3,350 11 164 32 3,557
CHO Total 5,236 16 208 50 5,510
Percent Change

Traditional -9.2% -28.6% -11.6% -0.4% -7.4%

CHO 19.2% 50.0% 16.8% 74.0% 19.7%

Notes:
Percentage change calculated on YTD average enroliment.
Some figures may not add due to rounding.
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Per Capita Income vs. Expenses
Medical Plan

@ Income

O Expenses

PY2004

Income
Expenses

PY2005 PY2006
PY2004 PY2005 PY2006 PY2007 YTD
$ 44185 $ 491.03 $ 502.98 $ 533.59
$ 406.95 $ 422.11  $ 491.44 $ 467.75

PY2007 YTD



Per Capita Income vs. Expenses
Dental Plan

@ Income

O Expenses
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PY2004 PY2005 PY2006 PY2007 YTD

PY2004 PY2005 PY2006 PY2007 YTD
Income $ 36.67 $ 36.40 $ 3471 $ 34.91
Expenses $ 3351 $ 3292 $ 4052 $ 39.44




Exhibit Il: Income & Expense by Combined Medical Plans & Dental Plan

January 1, 2007 January 1, 2006 January 1, 2005
through through through
March 31, 2007 March 31, 2006 March 31, 2005
Monthly Amount Monthly Amount Monthly Amount

Category Total $ Per Eligible Total $ Per Eligible Total $ Per Eligible
Average Eligible 15,646 15,286 15,035

Contributions $ 24613972 $ 52440 (($ 22,669,288 $ 494.34||$ 21,966,558 $ 487.02

Interest Income $ 431,365 $ 9.19(( $ 345943 $ 754 $ 144,005 $ 3.19
Total Revenue $ 25,045336 $ 53359 (($ 23,015,231 $ 501.89(|$ 22,110,563 $ 490.21
Expenses:

Medical Claims $ 15,386,822 $ 327.82|$ 17,434,123 $ 380.18|$ 13,155,487 $ 291.67

Rx Claims $ 5,096,954 $ 10859 (($ 4,241,838 $ 9250 (1 $ 3,654,829 $ 81.03

Managed Care $ 141,127 $ 3011 % 122,046 $ 266 9% 148,042 $ 3.28

Wellness Claims $ - $ - $ 38,429 $ 084 $ - $ -

Admin / Operating $ 1,330,075 $ 2834(1$ 1039769 $ 2267 $ 1,025,566 $ 22.74
Total Expenses $ 21,954,978 $ 467.75||$ 22,876,206 $ 498.85|$ 17,983,924 $ 398.72
Estimated Operating

Addition/(Deficit) $ 3,090,358 $ 65.84 || $ 139,025 $ 3.03|[$ 4,126,639 $ 91.49
Dental Plan
Average Eligible 15,010 14,617 14,328
Contributions $ 1,545,152 $ 3431($ 1,500,771 $ 3422 $ 1,552,100 $ 36.11
Interest Income $ 27,079 $ 0.60 | $ 22,902 $ 052 $ 10,175 $ 0.24
Total Revenue $ 1,572,231 $ 3491($ 1523673 $ 3475 $ 1,562,275 $ 36.35
Expenses:

Dental Claims $ 1,622,332 $ 36.03(|$ 1,908,919 $ 4353 (| $ 1,421,593 $ 33.07

Admin / Operating $ 153,760 $ 341 $ 126,096 $ 2.88( $ 124,409 $ 2.89
Total Expenses $ 1,776,091 $ 3944 $ 2035015 $ 46.41 | $ 1,546,002 $ 35.97
Estimated Operating

Addition/(Deficit) $ (203,860) $ (4.53)[| $ (511,342) $ (11.66)[| $ 16,273 $ 0.38
Contributions $ 26,159,124 $ 558.72 [ $ 24,170,059 $ 52857 ||$ 23,518,659 $ 523.13
Interest Income $ 458444 $ 9.79( $ 368,845 $ 8.07 | $ 154,180 $ 3.43
Total Revenue $ 26,617,568 $ 568.51 | $ 24,538,904 $ 536.63(|$ 23,672,839 $ 526.56
Expenses:

Claims $ 22,106,107 $ 47244 |$ 23,584,881 $ 516.21(|$ 18,231,909 $ 405.77

Other Costs $ 1,624,962 $ 3476 |$ 1,326,340 $ 29.05 ([ $ 1,298,017 $ 28.91
Total Expenses $ 23,731,069 $ 507.20 | $ 24,911,221 $ 54526 |$ 19,529,926 $ 434.69
Estimated Operating

Addition/(Deficit) $ 2,886,498 $ 61.31| $ (372,317) $ (8.63)[| $ 4,142,913 $ 91.87

Notes:

Some figures may not add due to rounding.
Rx claims are net of rebates.

Medical claims include capitation costs.

"Managed Care" includes BCBS managed care, certification review, individual managed care, EAP and health screenings.
"Admin / Operating" includes Weight Watchers, smoking cessation, spring fitness, wellﬂess, Well on the Way,

claims administration & state operating expenses.
2004 and 2005 data includes Special State Contributions and Premium Deposit Account monies.
2004 Medical Claims exclude ($11,699) New West chiro adjustment and Managed Care excludes ($672) Individual managed care "not reported on June Mellon."




Exhibit Ill: Income & Expense by Indemnity Medical Plans

January 1, 2007

January 1, 2006

January 1, 2005

through through through
March 31, 2007 March 31, 2006 March 31, 2005
Monthly Amount Monthly Amount Monthly Amount

Catego Total $ Per Eligible Total $ Per Eligible Total $ Per Eligible

Average Eligible

Revenues:

Contributions $ - $ - $ -
Interest Income $ - $ = $ -

Total Revenue $ - $ - $ -

Expen_ses: . Basic Plan Basic Plan Basic Plan
Med'fgl Claims $ B Not Offered || ® (45) Not Offered $ 1,087 Not Offered
;Xancazgfmre : : after 2003 : : after 2003 2 : after 2003
Wellness Claims $ - $ - $ -

Admin / Operating $ - $ - 1

Total Expenses $ - $ (45) $ 1,088

Estimated Operating
Addition/(Deficit) $ - $ 45 $ (1,088)

Loss Ratio

Average Eligible 9,053 9,776 10,560

Revenues:

Contributions $ 14,272,012 $ 52551 ||$ 14,465,107 $ 493.21||$ 14,867,536 $ 469.30
Interest Income $ 250,120 $ 921 $ 221,041 $ 7541 % 100,508 $ 3.17

Total Revenue $ 14,522,132 $ 534.72||$ 14,686,148 $ 500.75||$ 14,968,044 $ 472.48

Expenses:

Medical Claims $ 9,828,517 $ 361.89|$ 12,486,441 $ 42574||$ 10,071,356 $ 317.91
Rx Claims $ 3,658,949 $ 134.73 (| $ 3,198,837 $ 109.07 | $ 2,920,188 $ 92.18
Managed Care $ 96,407 $ 355($ 91,406 $ 312 $ 122,066 $ 3.85
Wellness Claims $ - $ - $ 24,626 $ 084 $ - $ -

Admin / Operating $ 722,060 $ 26.59 | $ 619,890 $ 2114 $ 649,671 3 20.51

Total Expenses $ 14,305,933 $ 526.76 || $ 16,421,201 $ 55991 $ 13,763,282 $ 434.45

Estimated Operating
Addition/(Deficit) $ 216,199 $ 7.96|$  (1,735053) $ (59.16)[| $ 1,204,762 $ 38.03

Loss Ratio 98.5%) 111.8%) 92.0%)

Average Eligible 9,053 9,776 10,560

Total Revenue $ 14,522,132 $ 534.72||$ 14,686,148 $ 500.75||$ 14,968,044 $ 472.48

Expenses:

Medical & Rx Claims $ 13,487,466 $ 496.62 ||$ 15685234 $ 53481 ($ 12,992,631 $ 410.12
Other Costs $ 818,467 $ 3014 || $ 735922 $ 25.00 | $ 771739 $ 24.36

Total Expenses $ 14,305933 $ 526.76 | $ 16,421,156 $ 559.90 || $ 13,764,370 $ 434.48

Estimated Operating
Addition/(Deficit) $ 216,199 $ 796 (% (1,735,008) $ (59.16) $ 1,203,674 $ 37.99

Loss Ratio 98.5%) 111.8%) 92.0%)

Notes:

Some figures may not add due to rounding.

Basic plan not offered after 2003. Claims reported are runout from prior periods.

Rx claims are net of rebates.

Medical claims include capitation costs

“Managed Care" includes BCBS managed care, certification review, individual managed care, EAP and health screenings.

"Admin / Operating" includes Weight Watchers, smoking cessation, spring fitness, wellness, claims & state op pen:




Exhibit Ill: Income & Expense by CHO Medical Plans

January 1, 2007 January 1, 2006 January 1, 2005
through through through
March 31, 2007 March 31, 2006 March 31, 2005
Monthly Amount Monthly Amount Monthly Amount

Category Total $ Per Eligible Total $ Per Eligible Total $ Per Eligible
B e 0 e
Average Eligible 1,905 1,738 1,573
Revenues:

Contributions $ 3,350,835 $ 586.48 | $ 2,817,475 $ 540.47 || $ 2,370,580 $ 502.35

Interest Income $ 58,724 $ 10.28 | $ 43054 $ 8.26 | $ 16,026 $ 3.40
Total Revenue $ 3,409,559 $ 596.75 || $ 2,860,528 $ 548.73 | $ 2,386,606 $ 505.74
Expenses:

Medical Claims $ 1,540,261 $ 269.58 | $ 1,897,631 $ 364.02 [ $ 1,033,204 $ 218.95

Rx Claims $ 477,145 $ 8351($ 394,021 $ 7558 | $ 294,974 $ 62.51

Managed Care $ 12,908 $ 226 $ 9,663 $ 185(% 9,130 $ 1.93

Wellness Claims $ - $ - $ 4353 $ 083 $ - $ -

Admin / Operating $ 157,083 $ 2749 $ 120,129 $ 23.04 [ $ 116,443 $ 24.68
Total Expenses $ 2,187,397 $ 38285 $ 2,425,796 $ 46534 [ $ 1,453,751 $ 308.06
Estimated Operating

Addition/(Deficit) $ 1,222,162 $ 21391 (' $ 434732 $ 8339 $ 932,855 $ 197.68
Loss Ratio 64.2%) 84.8%) 60.9%)
Peak
Average Eligible 332 214 160
Revenues:

Contributions $ 523,497 $ 525.07 || $ 341,892 $ 53171 $ 246,355 $ 513.77

Interest Income $ 9174 $ 9.20( $ 5224 $ 813 $ 1665 $ 3.47
Total Revenue $ 532,671 $ 534.27 | $ 347,116 $ 539.84 | $ 248,020 $ 517.25
Expenses:

Medical Claims $ 403,982 $ 405.20 || $ 206,565 $ 321.25( $ 202,763 $ 422.86

Rx Claims $ 73139 $ 7336 | $ 48,423 $ 7531 $ 31,813 $ 66.35

Managed Care $ 2,253 $ 226|$ 1,192 $ 185(% 929 $ 1.94

Wellness Claims $ - $ - $ 537 $ 084 $ - $ -

Admin / Operating $ 32,887 $ 3299 $ 18,337 $ 2852 $ 14736 $ 30.73
Total Expenses $ 512,261 $ 513.80 [ $ 275,054 $ 42777 $ 250,240 $ 521.88
Estimated Operating

Addition/(Deficit) $ 20,410 $ 2047 72,062 $ 112.07 | $ (2,220) $ (4.63)
Loss Ratio 96.2%) 79.2%) 100.9%)
New West
Average Eligible 4,356 3,558 2,742
Revenues:

Contributions $ 6,467,628 $ 49492 $ 5,014,337 $ 469.82 [ $ 3,817,304 $ 464.08

Interest Income $ 113346 $ 8.67 (| $ 76,624 $ 7.18( $ 25,806 $ 3.14
Total Revenue $ 6,580,974 $ 503.59 [ $ 5,090,961 $ 476.99 [ $ 3,843,109 $ 467.22
Expenses:

Medical Claims $ 3,614,062 $ 276.56 || $ 2,843,531 $ 266.42 | $ 1,847,077 $ 224.55

Rx Claims $ 887,721 $ 6793 $ 600,557 $ 56.27 || $ 407,854 $ 49.58

Managed Care $ 29,559 $ 226 $ 19,784 $ 185($ 15917 $ 1.94

Wellness Claims $ - $ - $ 8914 $ 084 $ - $ -

Admin / Operating $ 418,045 $ 31.99( $ 281414 3 2637 | $ 244716 3% 29.75
Total Expenses $ 4,949,387 $ 378.74 | $ 3,754,200 $ 35175 $ 2,515,564 $ 305.83
Estimated Operating

Addition/(Deficit) $ 1,631,587 $ 12485 (| $ 1,336,761 $ 12525 (| $ 1,327,545 $ 161.39
Loss Ratio 75.2%) 73.7%) 65.5%)
Average Eligible 6,593 5,510 4,475
Total Revenue $ 10,523,204 $ 532.05 | $ 8,298,605 $ 502.06 || $ 6,477,735 $ 482.55
Expenses:

Medical & Rx Claims $ 6,996,310 $ 353.73 | $ 5,990,728 $ 362.44 | $ 3,817,685 $ 284.39

Other Costs $ 652,735 $ 33.00($ 464,322 $ 28.09( $ 401,871 $ 29.94
Total Expenses $ 7,649,045 $ 386.74 | $ 6,455,050 $ 390.53 | $ 4,219,556 $ 314.33
Estimated Operating

Addition/(Deficit) $ 2,874,159 $ 14532 (| $ 1,843,555 $ 11153 (|1 $ 2,258,180 $ 168.22
Loss Ratio 72.7%) 77.8%) 65.1%)

Notes:
Some figures may not add due to rounding.

Basic plan not offered after 2003. Claims reported are runout from prior periods.

Rx claims are net of rebates.
Medical claims include capitation costs

"Managed Care" includes BCBS managed care, certification review, individual managed cal%, EAP and health screenings.

"Admin / Operating" includes Weight Watchers, smoking cessation, spring fitness, wellness, claims administration & state operating expenses




Exhibit IV: Medical Income & Expense by Actives and Retirees

January 1, 2007
through
March 31, 2007

January 1, 2006
through
March 31, 2006

January 1, 2005
through
March 31, 2005

Monthly Amount Monthly Amount Monthly Amount
Category Total $ Per Eligible Total $ Per Eligible Total $ Per Eligible
Actives & COBRA
Average Eligible 12,359 11,977 11,763
Contributions $ 21,129,500 $ 569.89 || $ 19,212,452 $ 534.71 | $ 17,759,768 $ 503.27
Medical Claims $ 12,275,468 $ 331.08 || $ 14,269,188 $ 397.13 | $ 10,513,257 $ 297.92
Rx Claims $ 3,156,884 $ 85.15 || $ 2535554 $ 7057 |$ 2191379 $ 62.10
Total Claims $ 15432352 $ 416.23||$ 16,804,742 $ 467.70 | $ 12,704,636 $ 360.02
Paid Claims Loss Ratio 73.0% 87.5% 71.5%
Retirees <65
Average Eligible 888 939 976
Contributions $ 1,599,180 $ 600.18 || $ 1,561,411 $ 55458 |[$ 1,525,602 $ 521.31
Medical Claims $ 1,803,856 $ 677.00 || $ 1,968,922 $ 699.32|[$ 1,540,947 $ 526.55
Rx Claims $ 520,192 $ 195.23 (| $ 363,524 $ 129.12 (| $ 345531 $ 118.07
Total Claims $ 2,324,048 $ 87223 || $ 2,332,446 $ 828.43|($ 1,886,478 $ 644.62
Paid Claims Loss Ratio 145.3% 149.4% 123.7%
Retirees 65+
Average Eligible 2,399 2,371 2,296
Contributions $ 1,885,292 $ 261.99 | $ 1,864,948 $ 262.24|($ 2,016,405 $ 292.70
Medical Claims $ 1,307,498 $ 181.70 | $ 1,196,014 $ 168.18 | $ 1,101,282 $ 159.86
Rx Claims $ 1,419.878 $ 19731 (| $ 1,342,760 $ 18882 $ 1117919 $ 162.28
Total Claims $ 2,727,376 $ 379.01 || $ 2,538,774 $ 357.00[$ 2,219,201 $ 322.14
Paid Claims Loss Ratio 144.7% 136.1% 110.1%
Total Retirees
Average Eligible 3,287 3,309 3,272
Contributions $ 3,484,472 $ 353.38 || $ 3,426,359 $ 345.16 || $ 3,542,007 $ 360.86
Medical Claims $ 3,111,354 $ 31554 || $ 3,164,936 $ 318.82|($ 2,642,230 $ 269.19
Rx Claims $ 1,940,070 $ 196.75 (| $ 1,706,284 $ 171.88(|$ 1,463.450 $ 149.10
Total Claims $ 5,051,424 $ 51229 |$ 4,871,220 $ 490.70 | $ 4,105,679 $ 418.29
Paid Claims Loss Ratio 145.0% 142.2% 115.9%

Notes:

Some figures may not add due to rounding.

Rx claims are net of rebates.

Medical claims include capitation costs




State of Montana
Projected Health Care Funding vs. Expenses
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*Low Trend = 10% medical and 13% Rx; High Trend = 13% medical and 16% RXx. Page 10



State of Montana Projection Assumptions

Plan Year Plan Year Plan Year Plan Year Plan Year Plan Year
2005 2006 2007 2008 2009 2010
Contribution Data and Assumptions Increase Contribution Increase Contribution Increase Contribution Increase Contribution Increase Contribution Increase Contribution
State Contribution 60.00 $ 460.00 46.00 $ 506.00 51.00 $ 557.00 | $ 33.00 $ 590.00 | $ 36.00 $ 626.00 | $ - $ 626.00
Stabilization savings - - - $ - $ - $ -
Actives
Change in Contribution to Core Benefits - - - $ - $ - $ -
Change in Dependent Contribution 5.00 - - $ - $ - $ -
Percentage of EEs with Dependents 60% 60% 60% 60% 60% 60%
Retirees <65
Change in Medical Contribution 60.00 46.00 51.00 $ 33.00 $ 36.00 $ -
Change in Dependent Contribution 5.00 - - $ - $ - $ -
Percentage of Early Retirees with Dependents 50% 50% 50% 50% 50% 50%
Change in Dental Contribution - - - $ - $ - $ -
Retirees 65+
Medicare Part D $ - $ (1,204,740) $ - $ - $ - $ -
Change in Medical Contribution 10.00 - - $ - $ - $ -
Change in Dependent Contribution 10.00 - - $ - $ - $ -
Percentage of Medicare Retirees with Dependents 40% 40% 40% 40% 40% 40%
Change in Dental Contribution - - - $ - $ - $ -
COBRA
Change in Medical Contribution 61.20 46.92 52.02 $ 33.66 $ 36.72 $ -
Change in Dependent Contribution 5.10 - - $ - $ - $ -
Percentage of COBRAs with Dependents 50% 50% 50% 50% 50% 50%
Change in Dental Contribution - - - $ - $ - $ -
Plan Year Plan Year Plan Year Plan Year Plan Year Plan Year
2005 2006 2007 2008 2009 2010
Trend Assumptions Scenario A Projected Actual Projected Actual Projected Actual Projected Actual Projected Actual Projected Actual
Trend Assumptions
Medical 12.00% 10.00% 6.1% 9.50% 10.00% 10.00% 10.00%
Rx 12.00% 13.00% 9.5% 13.00% 13.00% 13.00% 13.00%
Dental 8.00% 8.00% 13.6% 15.50% 8.00% 8.00% 8.00%
EAP 5.00% 5.00% 0.1% 5.00% 5.00% 5.00% 5.00%
Health Screenings 5.00% 5.00% -5.9% 5.00% 5.00% 5.00% 5.00%
Managed Care 5.00% 5.00% -36.4% 5.00% 5.00% 5.00% 5.00%
Claims Administration 5.00% 5.00% 16.8% 5.00% 5.00% 5.00% 5.00%
Operating Expenses 5.00% 5.00% 5.00% 5.00% 5.00% 5.00%
Wellness Claims 0.00% 5.00% 5.00% 5.00% 5.00% 5.00%
Core Life 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Operating Reserve Assumptions
Medical IBNR % 16.67% 16.67% 16.67% 16.67% 16.67% 16.67%
Rx IBNR % 1.92% 1.92% 1.92% 1.92% 1.92% 1.92%
Dental IBNR % 8.33% 8.33% 8.33% 8.33% 8.33% 8.33%
Grandfathered Benefit Reserve Attrition 15.00% 15.00% 15.00% 15.00% 15.00% 15.00%
Investment returns 2.00% 4.50% 5.00% 5.00% 5.00% 5.00%
Population Change Assumptions
Active Employees 0 72 0 0 0 0
Retirees <65 0 0 0 0 0 0
Retirees 65+ 10 50 50 50 50 50
COBRA 0 0 0 0 0 0
Plan Change Assumptions
Plan Change Assumptions 0 0 0 0 0 0
2005 2006 2007 2008 2009 2010
Trend Assumptions Scenario B Projected Actual Projected Actual Projected Actual Projected Actual Projected Actual Projected Actual
Alternate Medical, Rx & Dental Trend
Medical 15.00% 13.00% 12.50% 13.00% 13.00% 13.00%
Rx 12.00% 16.00% 16.00% 16.00% 16.00% 16.00%
Dental 8.00% 8.00% 15.50% 8.00% 8.00% 8.00%
Med Claim Lag issue $ 3,500,000 $ - $ - $ - $ - $ -
Dental Claim Lag issue $ 250,000 $ - $ - $ - $ - $ -
Health Screenings Benefit Increase $ - $ - $ 300,000 $ - $ - $ -
Why Weight Benefit Increase $ - $ - $ 2,250,000 $ - $ - $ -
Unallocated Revenue for Exhibit Il $ 2,852,561 $ 131,616 $ - $ - $ - $ -




State of Montana: Scenario A Medical Trend = 10.0% and Rx Tren 13.0% with Estimated Impact of Medicare Par 7

Actual Actual Projected Projected Projected Projected
Plan Year 2005 Plan Year 2006 Plan Year 2007 Plan Year 2008 Plan Year 2009 Plan Year 2010
Participants Per EE Total Participants Per EE Total Participants Per EE Total Participants Per EE Total Participants Per EE Total Participants Per EE Total

Revenue
Active Employees

State Contribution (M/D/CL) 11,723 $ 460.13 $ 64,726,683 12,066 $ 49264 $ 71,333,321 12,301 $ 526.63 $ 77,735,338 12,301 $ 590.00 $ 87,089,900 12,301 $ 626.00 $ 92,403,860 12,301 $ 626.00 $ 92,403,860

Employee Contribution (M/D) $ 7815 $ 10993186 $ 7815 $ 11315745 s 7815 $ 11535539 $ 7815 $ 11535539 s 7815 $ 11535539 s 7815 $ 11535539

Special State Contribution (2004); PDA & Adjustment (2005) $ 2028 $ 2,852,561 $ -8 - $ - s - $ -8 - $ -8 - $ -8 -
Early Retirees

Medical/CL 956 $ 522.27 $ 5,993,593 925 $ 557.18 $ 6,186,096 888 $ 600.18 $ 6,396,720 888 $ 633.18 $ 6,748,434 888 $ 669.18 $ 7,132,122 888 $ 70518 $ 7,515,810

Dental 1111 $ 3319 $ 442,637 1178 3138 $ 443,637 886 S 3268 $ 347,545 886 3268 $ 347,545 886 S 3268 $ 347,545 886 S 3268 $ 347545
Medicare Retirees

Medical 232 $ 29375 $ 8,185,080 2385 $ 26278 $ 7,519,731 2399 § 26199 $ 7,541,168 2449 $ 26199 $ 7,698,363 2499 $ 26199 $ 7,855,558 2549 § 26199 $ 8,012,753

Dental 1,49 $ 3179 $ 570,775 1,496 $ 3179 $ 570,775 1,785 $ 3100 $ 664,062 1835 $ 31.00 $ 682,661 1,885 $ 3100 $ 701,260 1935 $ 3100 $ 719,860
COBRA

Medical 78 $ 503.69 $ 471,458 59 $ 538.63 $ 381,351 58 $ 575.83 $ 400,776 58 $ 609.49 $ 424,203 58 $ 64621 $ 449,760 58 $ 64621 $ 449,760

Dental 51 % 3538 $ 21,653 28 $ 3547 $ 11,918 3% s 3553 $ 15,349 3% $ 3553 $ 15,349 3% s 3553 $ 15,349 3% s 3553 $ 15,349
Interest Income $ 871,708 $ 1422348 $ 1833774 $ 1977757 $ 1,856,761 $ 1256027
Other Income $ - $ 131,616 $ - $ - $ - $ -
Total Revenue 15,079 $ 52573 $ 95,129,334 15435 $ 53620 $ 99,316,537 15646 $ 567.09 $ 106,470,271 15,696 $ 61864 $ 116,519,750 15,746 $ 64726 $ 122,207,755 15,796 $ 64499 $ 122,256,503
EXpenSeS trend PEPM (trend PEPM) trend PEPM trend PEPM
Medical Claims $ 319.26 $ 57,768,000 6.1% $ 338.86 $ 62,764,211 78% $ 365.30 $ 68,584,371 10.0% $ 401.83 $ 75,683,906 10.0% $ 44201 $ 83,517,505 10.0% $ 48621 $ 92,160,984
Rx Claims $ 9926 $ 17,960,016 95% $ 10871 $ 20,136,451 11.6% $ 12129 $ 22771678 13.0% $ 137.06 $ 25,814,229 13.0% $ 15487 $ 29,263,003 13.0% $ 17501 $ 33,172,198

Rx Rebates & Part D Subsidies $ (3200 $  (578,950) $ (1282) $  (2.375,108) $ (1282) $  (2/407,473) $ (14.49) $  (2.729,139) $ (16.37) $  (3,093,751) $ (18.50) $  (3,507,040)
Dental Claims $ 2995 $ 5418449 136% $ 3403 $ 6302547 135% $ 3863 $ 7252726 80% $ 4172 $ 7,857,976 8.0% $ 4506 $ 8513649 8.0% $ 4866 $ 9,223,939
Projected Savings from Benefit Changes $ - $ - $ - $ - s - s -
Total Claims Expense $ 44526 $ 80567514 53% $ 468.77 $ 86,828,101 93% § 51240 $ 96,201,301 105% $ 56612 $ 106,626,973 105% $ 62557 $ 118,200,406 105% $ 69138 $ 131,050,081
EAP $ 179 $ 323,650 01% $ 179 $ 331,599 27% $ 184 $ 345,213 50% $ 193 $ 363,632 50% $ 203§ 383,030 50% $ 213§ 403,459
Health Screenings $ 055 $ 99,108 -59% $ 052 $ 95,418 213.4% $ 161 $ 303,077 5.0% $ 169 $ 319,248 5.0% $ 178 $ 336,278 5.0% $ 187 $ 354,214
Managed Care $ 149 $ 269,360 36.4% $ 095 $ 175373 206% $ 075§ 141,219 50% $ 079 $ 148,754 50% $ 083 § 156,689 50% $ 087 § 165,046
Claims Administration $ 1793 $ 3,244,689 16.8% $ 2095 $ 3,879,562 15.7% $ 2424 $ 4,550,232 5.0% $ 2545 $ 4,793,013 5.0% $ 2672 $ 5,048,695 5.0% $ 2806 $ 5,317,964
Operating Expense $ 709 $ 1,282,237 431% $ 1014 $ 1878218 224% $ 787 S 1477692 50% $ 826 $ 1,556,535 50% $ 868 $ 1639568 50% $ 911 $ 1,727,013
Wellness Claims $ 012 $ 21,991 $ 035 $ 65,558 24395% $ 899 § 1,687,500 5.0% $ 944 $ 1,777,538 5.0% $ 991 § 1,872,360 5.0% $ 1040 $ 1,972,221
Core Life Insurance Premiums $ 146 $ 264815 05% $ 147 $ 272335 02% $ 147 $ 276,468 0.0% $ 147 $ 277,351 0.0% $ 147 $ 278,235 0.0% $ 147 $ 279118
Total Expenses $ 47569 $ 86,073,364 $ 504.94 $ 93,526,165 $ 559.17 $ 104,982,703 $ 61515 $ 115,863,044 $ 676.99 $ 127,915,262 $ 74529 $ 141,269,115
Operating Surplus / (Deficit) $ 50.05 $ 9,055,970 $ 3126 $ 5,790,372 $ 792 $ 1,487,568 $ 349 $ 656,706 $ (356.77) $  (5,617,507) $  (1,203.66) $ (19,012,612)
Fund Balance

Beginning Balance * $ 23,881,746 | <= per reconciliation $ 32,937,716 $ 38,728,088 $ 40,215,656 $ 40,872,362 $ 35,254,855

Operating Surplus / (Deficit) $ 9055970 $ 5790372 $ 1,487,568 $ 656,706 S (5617,507) $  (19,012,612)

Ending Balance $ 32,937,716 $ 38,728,088 $ 40,215,656 $ 40,872,362 $ 35,254,855 $ 16,242,243

IBNR Reserve* $ 9830514 $ 11,400,000 S 12,426,742 $ 13,712,760 $ 15132310 $ 16,699,309

Claims Fluctuation Reserve $ 21,798,402 $ 26,147,201 $ 26,677,314 $ 26,120,103 $ 19,150,146 $ (1.366,966)

Grandfathered Benefit Reserve $ 1,308,800 $ 1180887 $ 1111600 $ 1,089,500 $ 972,400 s 909,900

Stabilization % of Total Expense: 25.3% 28.0% 25.4% 225% 15.0% -1.0%

* IBNR Reserves beginning 12/31/06 were calculated by Mercer

Over (under) 2 months expenses: $ 9,180,197 $ 6809595 S (2,169,065) $  (24,911,819)



State of Montana: Scenario B Medical Trend = 13.0% and Rx Tren 6 with Estimated Impact of Medicare Part D 7

Actual Actual Projected Projected Projected Projected
Plan Year 2005 Plan Year 2006 Plan Year 2007 Plan Year 2008 Plan Year 2009 Plan Year 2010
Participants Per EE Total Participants Per EE Total Participants Per EE Total Participants Per EE Total Participants Per EE Total Participants Per EE Total

Revenue
Active Employees

State Contribution (M/D/CL) 11,723 $ 460.13 $ 64,726,683 12,066 $ 49264 $ 71,333,321 12,301 $ 526.63 $ 77,735,338 12,301 $ 590.00 $ 87,089,900 12,301 $ 626.00 $ 92,403,860 12,301 $ 626.00 $ 92,403,860

Employee Contribution (M/D) $ 7815 $ 10993186 $ 7815 $ 11315745 s 7815 $ 11535539 $ 7815 $ 11535539 s 7815 $ 11535539 s 7815 $ 11535539

Special State Contribution (2004); PDA & Adjustment (2005) $ 2028 $ 2,852,561 $ -8 - $ - s - $ -8 - $ -8 - $ -8 -
Early Retirees

Medical/CL 956 $ 522.27 $ 5,993,593 925 $ 557.18 $ 6,186,096 888 $ 600.18 $ 6,396,720 888 $ 633.18 $ 6,748,434 888 $ 669.18 $ 7,132,122 888 $ 70518 $ 7,515,810

Dental 1111 $ 3319 $ 442,637 1178 3138 $ 443,637 886 S 3268 $ 347,545 886 3268 $ 347,545 886 S 3268 $ 347,545 886 S 3268 $ 347545
Medicare Retirees

Medical 232 $ 29375 $ 8,185,080 2385 $ 26278 $ 7,519,731 2399 § 26199 $ 7,541,168 2449 $ 26199 $ 7,698,363 2499 $ 26199 $ 7,855,558 2549 § 26199 $ 8,012,753

Dental 1,49 $ 3179 $ 570,775 1,496 $ 3179 $ 570,775 1,785 $ 3100 $ 664,062 1835 $ 31.00 $ 682,661 1,885 $ 3100 $ 701,260 1935 $ 3100 $ 719,860
COBRA

Medical 78 $ 503.69 $ 471,458 59 $ 538.63 $ 381,351 58 $ 575.83 $ 400,776 58 $ 609.49 $ 424,203 58 $ 64621 $ 449,760 58 $ 64621 $ 449,760

Dental 51 % 3538 $ 21,653 28 $ 3547 $ 11,918 3% s 3553 $ 15,349 3% $ 3553 $ 15,349 3% s 3553 $ 15,349 3% s 3553 $ 15,349
Interest Income $ 871,708 $ 1422348 $ 1833774 $ 1837240 $ 1527531 s 546,255
Other Income $ - $ 131,616 $ - $ - $ - $ -
Total Revenue 15,079 $ 52573 $ 95,129,334 15435 $ 53620 $ 99,316,537 15646 $ 567.09 $ 106,470,271 15,696 $ 617.89 $ 116,379,234 15,746 $ 64551 § 121,968,524 15,796 $ 64125 § 121,546,731
EXpenSeS trend PEPM (trend PEPM) trend PEPM trend PEPM
Medical Claims $ 319.26 $ 57,768,000 6.1% $ 338.86 $ 62,764,211 10.0% $ 37274 $ 69,981,265 10.0% $ 41001 $ 77,225,400 13.0% $ 46332 $ 87,542,692 13.0% $ 52355 $ 99,237,370
Rx Claims $ 9926 $ 17,960,016 95% $ 10871 $ 20,136,451 136% $ 12347 $ 23,181,865 13.0% $ 13952 $ 26,279,223 16.0% $ 16185 $ 30,581,008 16.0% $ 187.74 $ 35,586,616

Rx Rebates & Part D Subsidies $ (3200 $  (578,950) $ (1282) $  (2.375,108) $ (1282) $  (2/407,473) $ (14.49) $  (2.729,139) $ (16.81) $  (3,175,886) $ (19.50) $  (3.695,726)
Dental Claims $ 2995 $ 5418449 136% $ 3403 $ 6302547 135% $ 3863 $ 7252726 80% $ 4172 $ 7,857,976 8.0% $ 4506 $ 8513649 8.0% $ 4866 $ 9,223,939
Projected Savings from Benefit Changes $ - $ - $ - $ - s - s -
Total Claims Expense $ 44526 $ 80567514 53% $ 468.77 $ 86,828,101 11.4% $ 52202 $ 98,008,383 105% $ 576.77 $ 108,633,460 133% $ 65342 $ 123461463 133% $ 74046 $ 140,352,198
EAP $ 179 $ 323,650 01% $ 179 $ 331,599 27% $ 184 $ 345,213 50% $ 193 $ 363,632 50% $ 203§ 383,030 50% $ 213§ 403,459
Health Screenings $ 055 $ 99,108 -59% $ 052 $ 95,418 213.4% $ 161 $ 303,077 5.0% $ 169 $ 319,248 5.0% $ 178 $ 336,278 5.0% $ 187 $ 354,214
Managed Care $ 149 $ 269,360 36.4% $ 095 $ 175373 206% $ 075§ 141,219 50% $ 079 $ 148,754 50% $ 083 § 156,689 50% $ 087 § 165,046
Claims Administration $ 1793 $ 3,244,689 16.8% $ 2095 $ 3,879,562 15.7% $ 2424 $ 4,550,232 5.0% $ 2545 $ 4,793,013 5.0% $ 2672 $ 5,048,695 5.0% $ 2806 $ 5,317,964
Operating Expense $ 709 $ 1,282,237 431% $ 1014 $ 1878218 224% $ 787 S 1477692 50% $ 826 $ 1,556,535 50% $ 868 $ 1639568 50% $ 911 $ 1,727,013
Wellness Claims $ 012 $ 21,991 $ 035 $ 65,558 24395% $ 899 § 1,687,500 5.0% $ 944 $ 1,777,538 5.0% $ 991 § 1,872,360 5.0% $ 1040 $ 1,972,221
Core Life Insurance Premiums $ 146 $ 264815 05% $ 147 $ 272335 02% $ 147 $ 276,468 0.0% $ 147 $ 277,351 0.0% $ 147 $ 278,235 0.0% $ 147 $ 279118
Total Expenses $ 47569 $ 86,073,364 $ 504.94 $ 93,526,165 $ 568.79 $ 106,789,784 $ 625.81 $ 117,869,531 $ 704.83 $ 133,176,319 $ 79437 $ 150,571,233
Operating Surplus / (Deficit) $ 50.05 $ 9,055,970 $ 3126 $ 5,790,372 $ @70) $ (319,513) $ (791) $  (1,490,297) $ (711.80) $ (11,207,795) $  (1.837.50) $ (29,024,502)
Fund Balance

Beginning Balance * $ 23,881,746 | <= per reconciliation $ 32,937,716 $ 38,728,088 $ 38,408,575 $ 36,918,278 $ 25,710,483

Operating Surplus / (Deficit) $ 9055970 $ 5790372 s (319513) $  (1490,297) S (11,207,795) S (29,024,502)

Ending Balance $ 32,937,716 $ 38,728,088 $ 38,408,575 $ 36,918,278 $ 25,710,483 $ (3.314,019)

IBNR Reserve $ 9830514 $ 11,400,000 $ 12,667,445 $ 13978618 $ 15826941 $ 17,921,510

Claims Fluctuation Reserve $ 21,798,402 $ 26,147,201 $ 24,610,430 $ 21,882,261 $ 8,871,242 $  (22,205,328)

Grandfathered Benefit Reserve $ 1,308,800 $ 1180887 $ 1,130,700 $ 1,057,400 $ 1,012,300 s 969,800

Stabilization % of Total Expense: 25.3% 28.0% 23.0% 18.6% 6.7% -14.7%

* IBNR Reserves beginning 12/31/06 were calculated by Mercer

Over (under) 2 months expenses: $ 6,812,132 $ 2237339 $ (13,324,811 S (47,300,534)



